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17e.ar Ms. 1)ortch: 

I n  this letter, suhmitted on behalf of the American Public Communications Council 
( “.IzI’C:<:”), \vc review and analyzc the evidence previously submitted in this proceeding 
rcgarding intcrcxchange carriers’ (“IXCs”) measures to recover from their own customers 
the di.il-aro~~nd compensation paid to payphone service providers (“PSPs”)during the 
Intel-im Pcriod (November 7, 1996 - October 6, 1997) and Intermediate Period (October 
7, 1997 -~ April 21, 1999). The evidence conclusively refutes the claims of ATkT and 
Sprint, iii their I - C C C I I ~  c.x pn7.t~ letters,’ that they failed to recover their compensation 
~xi!~iiieiits fix tlir Interim and Intcrmediatc periods. In fact, the evidence, most of which 
cv.is tiled i n  this proceeding in 199X nnd 1999, shows that these lXCs recovered their 
compensation payments s e \ ~ r a l  times over. Their “cost recovery” measures generated 
profits ti)r ATSrT and Sprint that greatly exceeded the amoiint of their compensation 
paymellts. 

I. AT&T OVER-RECOVERED COMPENSATION PAYMENTS 

AT&T asserts, \vithout any supporting evidence, that it did not . .  fully recover from its 
ciimmiers the cost of its dial-around compcnsation payments in either the Interim Period 
or the Internmcdiatc Period. AT&T Double Recovery Ex Paste a t  2. Of  course, even if 
AT&T could support this claim, its entitlement to a refund, if any, should not exceed the 
nn1ount A’r&T’ tiiled to recover. Rut AT&T has not shown that any of its compe~~sation 

i .See ATRT’s c.x p w t c  letter dated August 23, 2002 (“AT&T Double Recovery Ex 
I’rwtt.”) and Sprint’s C.Y pn7‘tl: letter dated September 5, 2002 (“Sprint Double Recovery Ex 
l’L7l” t l .” ) .  
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payments for these periods went unrecovered. In fact, the evidence of record shows clearly 
that,  in both periods, AT&T recovered far more than its compensation payments. 

A. Interim Period 

With respect to the Interim AT&T merely asserts that a refund would not 
do~ible-recover its compensation payments, implying that it has not already hilly recovered 
its payiiients. AT&T lhub le  Recovery Ex Parte at 2. AT&T provides no evidence or eveii 
argiiment to support its claini. AT&T’s silence regarding this period is not surprising: it 
Ixis long heen a iiiattcr of record in this proceeding that beginning in February 1997 - less 
tlian two months after making its first conipensation payment - AT&T instituted a series of 
gencral rate increases J‘~JY thc e.xpi-css pzwpose Of recoverin8 its payphone compensation 
pa.vw~cirts.’ I n  fact, as Frost & Sullivan demonstrated in a study submitted in this 
proceeding in 1998, as a result of these general rate increases alone, AT&T grossly over- 
rccoiwcd its coiiipensation payments during the Interim Period. See Attachment 1 (“F&S 
Study”). Access charge savings directly related to payphone compensation even further 
enhanced AT&T’s profits from payphone compensation “cost recovery.” 

1. AT&T’s General Jbte  Increases 

Specifically, efkctive February 27, 1997, AT&T increased its rates for all toll-free 
services bv 3%, generating approximately S 16 million in additional monthly revenues, and 
increased its business calling card rates by $.15 per call, generating another $4.67 million in 
mon th l~~  revenues. F&S S t d y  at 6.  See also Attachments 2 (AT&T’s FCC tariffuing) and 
3 ( ( I S 2  Today i-eport that the increase was instituted to recover AT&T’s payphone 
coinpeiisation piyinents). Effrctivc Map 1, 1997, AT&T hrther increased its rates for 
intcrstate toll-free services by 7%, generating about $30 million additional monthly 
reveii~ie, raised its ratcs for international business service by 2%, generating $7.1 niillion 
additional monthly revenue, and raised its rates for interstate outbound services by 2%, 
generating about $17 million additional monthly revenue. See F&S Shidy at 6. See also 
Attachinent 4 (ATBT’s FCC tariff filing). Again, AT&T made clear that the purpose of 
the rate increases was to  recover AT&T’s payphone compensation costs. See Attachment 5 

AT8cT’s cost recovery during the Interim Period is very relevant to the 
 o om mission's overall assessnie~it of the equities involved in a true-up. In  a true-up, the 
refimd AT&T would claim from iiidependent 1’SPs for the Interim Period would bc twice 
;is 1ai-g~ as its reftind from independent PSPs for the Intermediate Period. 

Similar kinds of rate increases were instituted by other IXCs, such as M<:I axd 
Sprint, w h o  were required to pay compensation during the Interim Period. See Petition of 
the < :olorado I’ayplione Association for Partial Reconsideration of Third Report and Order 
at  24 (April 21, 1999) (“CI’A Petition”); Attachments 6, 12 and 19. 
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(AI‘&T press release describing the increases), 6, and 7 (trade press articles on the 
increases)( ‘‘As a direct consequence of the new [payphone compensation] rules, AT&T 
increased its interstate toll-free “800” business rates by 7 percent and its business outbound 
rates bv 2 percent to recover its share of the paynients to pay-phone operators - estimated 
at  ncariy $60 million per 111ont11~ fix AT&T alone”). 

All togrthcr, these general rate increases generated additional revenues of $75 
million per nioiith. Even talang account of the fact that these general rate increases did not 
take effect a t  the beginning of the year, Frost & Sullivan found that AT&T’s revenue in 
1997 from these rate increases alone - without considering any additional revenue 
generated by ATSrT’s per-call payphone surcharges - totaled about $642 million. F&S 
Studv at 6. 

2. AT&T‘s Access Charge Sa vings 

I II addition, the removal of I X C  payphone subsidies and costs from interstate access 
charges, cttective April 15, 19Y7,5 directly reduced IXCs’ access charge payments by about 
$250 million annually, on a recurring basis. See CPA Petition at 24 (April 21, 2002). As 
AI‘B-T had roughly a 44x1 share of the interstate long distance market during this period,” 
about 44% of the savings, Z.C., $1 10 millioii annually or $9.17 million per month, belonged 
to A’T&T. In 1997, these cost savings fiom access charge reductions were in effect for 8.5 
months. ’l‘herefore, AT&T’s access charge cost savings in 1997 totaled about $78 million 
($9.17 niillioii x 8.5 months). Thus, AT&T’s general rate increases combined with its 

’l’hc $60 inillion per month estimate includes projected payments to local exchange 
carrier (“1,EC”) PSI’S, \ v h o  became eligible for payphone compensation payments on 
April 15, 1997, after they terminated their access charge subsidies to their own payphones. 
Sec note immediately following. While AT&T may have estimated that its compensation 
payments would reach alinost $60 million per month, in reality - due to the court of 
appeals decision vacating the prescribed compensation rate - AT&T was able to reduce its 
cornpetisation payments to about $15 million per month. (Thls estimate is based on an 
extrapolation fi-om the payments received by APCC Services during the latter part of the 
Interim Period, \vlien ATSrT and other IXCs unilaterally decided for themselves what was 
ail apkpropriate rate of compensation. It reasonably assLimes that AT&T did not pay other 
PSI’S, such as I,EC PSI’S, at a higher rate than it paid independent PSI’S.) (Footnote 
added). 

‘I‘his replacement of access charge subsidies by payphone compensation was 
mandated by Section 276 oftbc Act. 47 U.S.C. 276(b)( l)(B).  

.Sze KX:,  Coninion (hrrier Bureau, Industry Analysis Division, Statistics of the 
Imng llistance Telrcoiiiiii~inisatioiis Industry, Table 8 (January 2001). AT&T’s share of 
the market fbr toll services provided by IXCk is a reasonable approximation of its share of 
interstate access charges. 
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reduced access charge payments IlKtted AT&T about $84 millioli per month ($75 Inillion + 
$9. I7 million = $84.17 million), and about $720 million ($642 million + $78 million = 

$720 million) for the year 1997. 

1 % ~  contrast, AI&T’s actual payments for the Interim Period7 did not total more 
than about $137 million for the 11 months of that period.x In other words, AT&T’s 
payphone conipeiisation cost recovery efforts for the Interim Period “cleared” $583 millioii 
($720 inillion ~ $137 million = $583 million), a profit of 425% on $137 million in 
piyinents. Even after a true-up, AT&T’s total payment for the Interim Period is unlikely to 
exceed ahout $175 iiiillion,” leaving ATSrT with a profit of at least $545 million ($720 
millioii ~ $175 million) - ti 31 1% profit o n  $175 million in payments. 

The $720 millio~i in reveiiiies from AT&T’s payphone compensation “cost 
recovery” ethrts does not iiiclude revenues gained by AT&T from its specific per-call 
p”!fplione surcharges, which it began assessing June 1, 1997. See Attachments 8, 9, 10 
(ATkT’s FC<: tariff filings and sample state taritf tiling), and 11 (AT&T press release). 
Nor  does it include AT&T’s savings from the terniination of intrastate access charge 
subsidies ofI,EC payphones, also required by Section 276. 47 U.S.C. 276(b0( l)(B).“’ 

B. Intermediate Period 

The ATSrT l>ouhlc-Recovery Ex Parte argues that AT&T failed to recover its dial- 
arourid costs in the Intermediate Period because it was unable to assess per-call payphone 

- 
I h e  to the time lag in yuarterly payphone compensation payments, AT&T’s 

paviiients for the Interim Period, which ran from November 1996 to October 1997, were 
not due until the end of each calendar quarter in 1997. Thus, it is appropriate to treat 
A’r8tT’s revenue generated in 1997 as recovery of its Interim Period access charge 
payments. 

This estimate extrapolates from the record of payments to APCC Services during the 
Interim Period, and assumes that AT&T paid the LEC PSI’S, who became eligible for 
compensation in the last half of the period, a t  the same rate as it paid independent PSPs 
during that part of the period. 

I n  its May 23, 2002 ex parte, Al’CC estimated AT&T’s adjusted Interim Period 
compensation payment per phone. SCC Allocation of IXC Shares, Ex Parte Letter to 
Marlene H. Dortch, Secretaiy, FCC, from Albert H. Kramer, Robert F. Aldrich and Robert 
N. Felgar at 7 (May 23, 2002), Att. 3. AT&T’s total payment is based on multiplying this 
f~iigurc by an estimate of total payphoiie lines. 

I t  \vould also be appropriate to include in ATBT’s cost recovery its savings 011 O+ 
c:omnlission payments due to payphone callers’ use of access codes and 800 llumbers as an 
alternative to O+ calling. Frost & Sullivan estimated the IXC industry’s savings 011 O+ 
coinmissioiis in 1997 to be $371.5 millioti. See F&S Study at 3.  
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surcharges on c~istomers for calls made from 30% of all paypholles because AT&T did not 
reccive ”IEX AN1 coding digits for ihesr phones. AT&T claims that despite its inability to 
assess surchnrges 011 many c:alls, it nevertheless paid independent PSPs compensation for the 
calls - prcsumably by paying the surrogate payment prescribed by the FCC.” AT&T baldly 
states, without .uny evidentiary support, that even after a true-up for the Intermediate 
Period there would be a shorthll of $1 50 million in AT&T’s recovery of its Interinediate 
Period dial-around compensation payments.12 

llccause AT&T docs not provide any supporting evidence for its claimed losses, 
AT&?“s assertions should be disregarded i n  any event. But in any event, the record in t h s  
proceeding makes clenl- that AT&T’s claim of inability to recover its compensation costs is 
devoid of merit. This can be easily shown in several different ways, any one of which is 
sufficient to rcftitc AT&T’s claim. 

1. AT&T’s Excess Cost~&c ovay from the Interim Per’ 1od 

First, as shown ;ibove, hefore its Intermediate Period compensation payments even 
began, Kl&T I d  reaped around $583 million in profits from payphone compensation 
“cost recovery” measures for the Interim Period, and will retain some $545 million of t h s  
protit even after making the net payments required in the planned Interim Period true-up. 
This $545 million profit, by itself, is easily sufficient to cover AT&T’s alleged $150 million 
shortfall in cost recovery for the Intermediate Period. Thus, even taking at face value 
AT&T’s claim of a $150 million shortfall for the Intermediate Period, AT&T would retain 
a healthy protit of some $400 million on its payphone compensation payments for the two 
periods as :i whole. But  in fiict, as shown below, there is no $150 million shortfall; rather, 
not\\,itlistandiiig any red or imagined losses from FLEX ANI failures, AT&T continued to 
make a licaltliy profit 0 1 1  its payphone compensation cost recovery measures during the 
Intcrinediate Period, just as it did during the Interim Period. 

After the I ,ECs failed to meet the !AX’S deadline for installation of the FLEX ANI 
capaldity that IxCs said they needed in order to track calls from the “smart” payphones 
used by independent I’SPs, the FCC required those IXCs who could not otherwise track 
the calls to pay owners of “sinart” payphones at a flat “surrogate” rate, which was to  be set 
based o n  the aniount of compensation that IXCs paid to the average RBOC payphone in 
the same period. Implementation o f  the Pay Telephone Reclassaficataon and Compensation 
h lJ i . 7 i /w~ f  if the Telecomn22Lnications~nz~a~i”n:~ Act i f1996, Memorandum Opinion and Order, 13 
E<,’(-,’ Rcd I&W3, 11 12 (1998).  

XT&T asserts, witllout any supporting documentation, that “[elven when taking 
the retroactive adjustments into account, AT&T will remain substantially ullder 
cOlllp~llSrlted for the true-up periods by more than $150 million.” AT&T l)o&,le 
I<ecovery Ex l’mte a t  2. 

1 1  

12 
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2 .  AT&T‘sccess Cost Savings 

Second, AT&T’s shortfall claim disregards the fact that AT&T continued to enjoy 
its rcciirring access charge cost savings during the Intermediate Period, savings which were 
directly attributable to payphone conipensation and which were also mfliczent, standin. 
nkotrc, to wipe out the alleged $150 niillioii shortfall. As discussed above, in 1997 about 
44% ot the IXC industry’s $250 million annual access charge savings, or $110 million, went 
to AT&T. Taking into accoiiiit AT&T’s declining share of the interstate market (roughly 
42% during the Iiitermediate Period),l5 it is reasonable to project that about 42% of the 
interstate access charge savings \vent to AT&T during the followiiig 18.5 months, which is 
a11 ;ippropriatc cost recovery period for the Intermedmte Period.I4 AT&T still saved about 
$105 million ;innually (42% of $250 iiiillion = $105 million), which is $8.75 million per 
month, o r  about $162 million (18.5 months s $8.75 million) for the Intermediate Period 
ns 3 wliolc. Thus, A l k T ’ s  access charge savings alone were also suflicient to cover its 
entire 4; 1 50 million “shorttill”. 

3. AT&T’xGetieral Rate .- I n a e a  se 

’Third, AT&T’s alleged shortfall ignores the fact that its general rate increases, 
described above, instit~ited by AT&T in 1997 expressly for the purpose of recovering the 
cost of‘  dial-around conipensation, contiiiued in efkct during the Intermediate Period, in 
addition to  its payphone-specific surcharges. Although AT&T promised to roll back these 
increases it it obtained a reduction in the compensation rate (sec Attachment 5), AT&T has 
iievei- shown that it rescinded m z . y  of its general compensation-related rate increases a t  any 
time in the Interme~iiate Period.l5 Of course, as these rate increases were not payphone- 
specitic, AI‘&T’s claimed problems with FLEX ANI did not prevent it from collecting the 
revenue generated by these gciieral rate increases. As in the Interim Period, these rate 
incre~ses were bv themselves suflkient to generate for AT&T a healthy profit on its dial- 
around conipensation payiiients for the Intermediate Period. 

ATkT’s share of‘  the market for toll services provided by IXCs was 43.1% in 1998 
:und 40.7%) in 1999, for a weighted average of 42.25% for the Intermediate Period cost 
reccxei-y pcriod, \vhich MY have defined as January 1, 1998 through July 15, 1999. See 
note 14 helow 
I 4  .4llowiiig an 18.5-month cost recovery period for the 18.5-month Intermediate 
l’eriod, and timing the cost rccovery period to begin January 1, 1998 (the end of the 
shortened cost recovery period assumed above for the Interim Period), AT&T’s cost 
recovery pcriod for thc Intcriiiediate Period would end July 15, 1999. 

‘l‘lie only coiiipensation related rate increase that was ever modified downwards, to 
APC( :’s knowledge, was the payphone surcharge, which AT&T, in November 1997, 
reduced f h 1 1  the original $..35 level to s.30 per call. See Attachmelit 12 (notice to AT&T 
CLIStolIlcrS i. 

I i 
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Ih r ing  that period, ATSrT’s payrnents were in the neighborhood of $27 millioll per 
month,  o r  a h o u t  $500 million for the 18.5 months of the Intermediate Period.‘” As 
discussed above, the Frost t% Sullivan study showed that AT&T’s general rate increases 
generated revenues of ahout $75 inillion per month during 1997. FCC statistics indicate 
that AT&T’s share of the IXC toll market declined from 1997 to 1998-99, so that its share 
o f  the market during tlie Intermediate Period was about 95% of its share of the market 
diiriiig thc Interim Period. Scc F < X ,  Common Carrier Bureau, Industry Analysis Division, 
Statistics ot’  the 1,ong lhtancc ’Telecomiiiunicatioiis Industry, Table 8 (January 2001). 
E \ w i  it’ ATSrT’s 1997 general rate increases accordingly generated 5% less monthly revenue 
in the Intermediate I’criod than i n  tlie Interim Period, AT&T still gained about $71 
million per month fi-om its general rate increases, or roughly $1.3 billion ($71 million x 
18.5 months = $1.31 billion) for the Intermediate period as a whole - for a profit of about 
$800 million ($1.3 billion ~ $500 million), or 160% profit on AT&T’s $500 million in 
payments. If ATScT’s $162 million in access charge cost savings are included, AT&T 
rcco\wed roughly $1.5 billion in “cost recovery” for Intermediate Period payments, for a 
profit of’about $1 billion, or 200%. 

4. AT&TkPayphone-Specific Surcharves 

Rut that $1 billion is only  part of  AT&T’s profit. AT&T acknowledges that it 
succeeded in recovering its $ .30  payphone surcharges from some 70% of the payphones. 
This payphone surcharge \vas instituted separately from AT&T’s general rate increases 
described .ibove. CIM~LWC,  c.N., Attachnient 5 (April 30, 1997 press release introducing 
second round of AT&T’s general rate increases, eEective May 1, 1997) with Attachment 11 
(May 30, 1997 press release introducing AT&T’s first payphone surcharge, efkctive 
June 1, 1997). lhus ,  in addition t o  the $1.5 billion recovery discussed above, AT&T also 
recovered more than 70% of  its $.284 compensation payments, or $350 million (.70 x 
$500 million = $350 million). This increases AT&T’s total Intermediate Period “cost 
recovery” to $1.85 hillion, and increases its total profit for the Intermediate Period to 
$1 .35 hillion, o r  270% ofits payments.” 

___ ’” This estimate is based on extrapolation from AT&T’s payments to APCC Services 
clients, and assumes that those payments are representative of AT&T’s payments to the 
payphone industry as a whole. The $500 million estimate is consistent with the total 
payments that can be inferred from AT&T’s claim that its alleged $150 million shortfall 
rrprcsents uncollected surcharges 011 calls it received from 30% of all payphones (30% of 
$500 million = $150 million). 

As similarlv noted above in connection with the Interim Period, the $1.85 billion 
cost recovery figilk for tlie Intermediate Period does not include AT&T’s recurring savings 
fi-om the termination o f  access charge subsidies of LEC payphones hi state tari&,. The 
fig~lre  SO does llot account for  AT&T’s savings 011 0+ commission paymellts due to 
(footnote continued on next page) 
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I n  short, AT&T did not suEer any $150 million cost recovery shortfall for the 
Intermediate Period; it gained a t  least a $1.35 billion cost recovery profit. If AT&T 
receives an Intermediate Period refund, these exorbitant profits will simply increase even 
more. 

5. AT&T’s FLEX ANI. cl;lims 

I n  light of its 270% profit froin documented compensation-related rate increases and 
cost savings during the Intermediate Period, AT&T’s unsupported and belated claim of a 
$1 SO million “shortfall” for the Intermediate Period rings exceedingly hollow. Moreover, 
there is no indication that AT&T ever sought compensation for these alleged losses. If 
AT&T lost over $150 million as it dleges because of LECs’ failure to provide FLEX ANI, 
one would expect that AT&?’ would have pursued enforcement action at the Commission 
o r  district A t  a niiniinwii, one would have expected AT&T to have limited its 
losses, e.g., by adopting alternative identification methods such as those used by other IXCs 
who applied surrogate payments to far fewer payphones, AT&T, however, apparently did 
not p~irsuu‘ any action at all. 

AT&T’s hilure to piirstie enforcement action, or any other action to mitigate its 
does more than cast even niore doubt on AT&T’s allegations regarding losses I damages, 

payphone callers’ iise ofaccess codes and X00 numbers as an alternative to O+ calling. Both 
thesc cost savings should a l s o  be included in a comprehensive estimate of AT&T’s cost 
recover\’. 
IS Although initially waived, the FLEX ANI rille was in e f k t  for most independent 
pavphone lines for most of the Intermediate Period. See 47 C.F.R. § 64.1310(a); 
Iwiplemcntatioz of thc Pav TeIephonc Reclassification and Compensation Provisions o f  the 
Tcle~ov,imzinicatif~~~.~ Act of‘ I YY6, Memorandum Opinion and Order, 13 FCC Rcd 4998, 
5001, l[ 3 ((:CR 199X) (“FIXX ANI Order”).’x IfAT&T was unable to track the calls it 
\vas either hecause AT&T violated <:ommission rules and failed to order FLEX ANI from 
the i-elcvant local exchange carriers ( “ I H : s ” ) ,  see 47 C.F.R. § 64.1310(a) (requiring IXCs 
to track o r  arrange for the tracking of dial-around calls), or because the LECs violated 
<:ommission rules ami dicl not offer FLEX ANI to IXCs. See 47 C.F.R. $ 64.1310(c); 
FL‘LEX A N I  Ordcr, Memorandum Opinion and Order, 13 FCC Rcd at 5012, I 16. Either 
cvay, the I X C  o r  the I X C  that violnted the Commission’s rules by not properly implementing 
FLEX A” should bear the cost associated with the violation of those d e s ,  not the 
independent PSI’S, who did what they could by subscribing to payphone lines and paying 
1; IXX ANI charges as directed by the FCC. IfAT&T has lost a portion of the profits it 
otherwise \vould have gained from payphone cornpensation “cost recovery,” it sho&j seek 
redress from the L,ECs, \v11o, according to AT&T, failed to deliver FLEX ANI hi 
;iccordance with the <hiimission’s rules. 

AT&T docs not assert that it t o o k  steps to ensure that it was properly placing its 
orders for FLEX ANI; o r  that  it conducted testillg to determine whether FLEX ANI was 
(footnote continued on next page) 
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fi-om H,EX ANI failures; it puts ftirther into question whether AT&T has an equitable 
right to reco\’er a t  all. As a matter of equity, AT&T had an obligation to mitigate its 
damages. ATStT’s hilure to do s o  is another equitable reason why the Commission should 
not  order ;I true- up. Indepencient PSPs should not be forced to refiind compensation to 
ATk1’ if ATStT incurred IOSSKS only because it failed to take steps available to it to ensure 
that it recovered d l  of its dial-aro~ind costs from its customers. 

Finally, the use o f  a surrogate actually benefited AT&T. It is generally 
ackno\\~ledged that inciependent PSI’S had relatively high volume locations. Even if AT&T 
overpaid 011 the calls it did pay for, b y  avoiding per-call compensation AT&T avoided 
paying for more calls and ended iip shortchanging independent PSPs.’’ 

11. SPRINT HAS ALREADY RECOVERED THE COST OF DIAL- 
AROUND COMPENSATION FROM ITS CUSTOMERS 

Sprint, in the Sprint Ihuble-Recovery Ex Parte, similarly fails to provide any 
supporting evidence for its claim that it did not hilly recover dial-around compensation 
costs fi-om its customers. Again, even if Sprint did not .filly recover its compensation 
paymeiits, its entitlement to a refund, if any, should not exceed the amount that it failed to 
rccover. I3ut like ATkT, Sprint has failed to show that any of its compensation costs went 
unrecovered. Indeed, the available evidence demonstrates that Sprint did recover all its 
compensation pa\ments for both the Interim and the Intermediate Period. 

working. AT&T does not assert, for example, that it followed the LEC procedures for 
activating FLEX ANI, such as by completing Access Service Requests (“AS,”) or  
conipleting Tech~iical Questionnaires (“TQs”). See the Appendix to this letter, “FLEX 
ANI Iiiiplenieiitatioii.” In fact, the IXCs generally took a cavalier attitude to their 
obligation to order and test FLEX ANI. The IXCs’ incentives and behavior regarding 
FLEX L4iY1 are tiirther explored in the Appendix attached to this letter, “FLEX ANI 
Implementation Problems. ” 

Ass~iniing that some IX<:s were unable to recover compensation paid, e.&., on a 
surrogate hasis hecause they failed to order FLEX ANI in a timely fashion, a coilcoinitant 
resL1lt o f  the I X C h ’  careless attitude towards ordering and testing FLEX ANI is that IPSPs 
were not compensated on millions of compensable calls in the Intermediate Period. APCC 
believes that many payphones with very high call volumes were compensated by IXCs on a 
tlnt-rate, surrogate basis even tliougli FLEX ANI was available. Many other paypliones, 
APCC helicves, were paid no compensation at all because IXCs purported to pay for those 
paypliones 011 a per-call basis even tlioiigh they had failed to properly order and/or test 
FI.ES ANI.  h y  equity assigned tu IXCs for noli-recovery of costs due to FLEX ANI 
hilure is counter-halaiiced bv the losses suffered by independent PSPs due to IXCs’ careless 
approacIi to ordering and testing FLEX ANI. 
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A. 

With respect to the Interim Period, Sprint claims that it did tiot impose a ~ y  
nrrcha7;p.r on cwd U.TCV.T to recover the cost of dial-around conlpensation. Sprint fails to 
mention that, like AT&T, it assessed general rate increases on its end user customers, .for 
thc 1’.xp11wx p ~ p ~  of’ rccoi~csi~~g t h  m r t  of’ payphone compensation. In April 1997, Sprint 
raiscd its 1-ates for a range o f  retail services by nearly 5%, and stated it was doing so in order 

over its pavvplioiie conipcnsation costs. See Attachment 13 (Sprint’s FCC tariff filing), 
and Attachment 6 (trade press article) (“Sprint recently raised its rates ‘largely to 
compensate h r  the Order,’ according tu Larry McDonald, Sprint’s manager of national 
media relations. . . ‘I think w e  have told customers, and I think customers understand that 
when the E’<:<: made this decision, the FCC anticipated that the bulk of this surcharge 
would h e  passed through to the customers,’ Sprint’s McDonald says”). These rate 
increases were assessed on ccrtaiii types of calls regardless of whether the calls were placed 
t?om pyplioiies. The Sprint I > ~ ~ i b l e - R e ~ ~ v e r y  Ex Parte fails to mention this general rate 
incrcase despite the fact that it has been on the record in this docket for at least five years. 
Scc APCC’s Second IZcport and Order (:omments, Attachment 5 (August 26, 1997). 

Sprint Recovered Its Costs for the Interim Period 

Sprint also does  not reveal that Sprint assessed on its wholesale customers a $.15 
surcharge for dial-around calls from December 1, 1996 to March 31, 1997, see 
Attachments 14 (Sprint’s FCC tariK fling), 15 a t  2, and 16 (notices to Sprint customers), 
and a $..35 surcharge effective April I ,  1997 (see Attachment 17 (notice to Sprint 
iiistoniers j ) .  These surcharges were assessed for the express purpose of recovering its dial- 
around compensation costs. Sce Attachment 15 at 7 (notice to Sprint customers) (“Sprint’s 
share [of dial-around conipensation] is $4.97 per month per phone with an estimated 
monthlv cost of $2.5 million. l h e  to this new cost, Sprint Wholesale Service Group has 
planned for n recovery system through a surcharge of $0.15 for certain types of calls 
originating on all payphones.”) and Attachment 17 (notice to Sprint customers).21 

21  The an1otiiit that Sprint recovered from the surcharges alone apparently exceeded by 
:I wide mal-gin the cost of Sprint’s dial-around compensation obligations. In  a complaint 
filed by the Intertiational Telecard Association (“ITA”) (a trade association for phone card 
providers) and a group of phonecard providers, it was alleged that from December 1, 1996 
to March 3 1, 2997, Sprint’s surcharge of $. 15 would cause Sprint to over-recover by more 
than $3 million. Similarly, complainants 
c;iIcuIateci that Sprint’s $.35 surcharge would cause Sprint to over-recover for the period 
from April 1, 1997 through October 1, 1997 by $20,312,660. See Id. at 11. while the 
(:ommission never decided the complaint, the documentary evidence attached to the 
cumplaint, including Sprint’s tariffs, demonstrate at a minimum that, colitrary to Sprint’s 
assertions, Sprint did assess stirclmges on its customers in the Iliterim Period and &d 
recover .I significant anlotnit of its compensation payments by doing so. 

See Attachment 1 X at 10 (ITA complaint). 
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I n  -1ddition to these retail rate increases and wholesale surcharges, Sprint’s share of 
the $250 million in recurring annual federal access charge cost savings, which resulted from 
the implemeiitatioii of payphone compensation, also enhanced Sprint’s ability to recover its 
payphone compensation costs. Scc note 5, above, and accompanying text. Sprint also 
bcnctited from similar access charge cost savings at the state level, as well as Commission 
cost savings from thc displacement of O+ calls by dial-around calls. See note 10 above, and 
;iccoinpinying test. 

Sprint itself aclinowledged that it was committed to adjusting rates as necessary to 
maintain an  etkctive payphone compensation cost “recovery system” in place. See 
Attachment 15 :it 1 (notice to Sprint ctistoniers). For example, Sprint explained to its 
wholesnle custoiiiers that it “will continue to monitor the actual cost it is charged by 
payphone providers and compare costs to the amount collected. During the first year, 
Sprint will perioiiically adjust the recovery rate if actual costs are higher or lower than the 
estimated costs.” .%E Attachment 15 at 3. The Commission should assume that Sprint 
recovered its costs since Sprint has not presented any evidence that Sprint’s cost “recovery 
system” failed to achieve its objective. 

B. 

Spi-int also fails to support its claim that it did not recover the cost of did-around 
compensation in the Intermediate Period. Sprint asserts that during the Intermediate 
Pcriod it attempted to recover its costs by assessing a $.30 surcharge on end users. Sprint 
claims, ho\vevcr, that although the surcharge was implemented on October 12, 1997, it 
took time for Sprint to be able to assess the surcharge on end users and that Sprint 
therehi-c did not recover all o f  its costs. 

Sprint Recovered its Costs for the Intermediate Period 

011ce again, Sprint’s discussion of its “recovery system” is disingenuous. Sprint 
again neglects to mention that as discussed above, prior to instituting the payphone-specific 
surcharge, Sprint had already assessed a 5% general rate increase on end users for the 
exprcss purpose of recovering dial-around compensation costs. 22 

Moreo~er,  the Commission should not accept at face value Sprint’s claim that the 
S.30 snrcharge w a s  assessed o n  elid iisers only during part of the Intermediate Period 
hecaiisc it took time for Sprint to identitji payphone calls. Sprint was payyin~~ independent 
I’SPs dial-around compensation on a per-call basis; Sprint was therefore clearly able to 
icicntitj. payphone calls for purposes of paying dial-around compensation. I t  makes little 

AI’( IC is not aware of evidence demonstrating that the surcharges and rate increases 
iiiiplcmentcd in the Interim Period were reduced in the Intermediate Period. In addition, 
a s  stated a lwvc ,  IXCs saved $250 million dollars annually through reductions in access 
charges after the C:ommission adopted its dial-around compensation rules. 

2: 
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sciise that Sprint would be unable to identifji payphone calls for the purpose of assessing 
surcharges, but would be able to identify the very same payphone calls for the purpose of 
paying conipensation to independent PSPs. 

Sprint also claims that its per-call surcharge of$.30 was not sufficient to recover its 
administrative costs associated w,ith dial-around compensation and costs of bad debt. 
Sprint’s assertion assumes that it had no other means of recovering its dial-around costs 
from its cListoniers. As discussed above, however, Sprint also recovered its dial-around 
conipensation costs from a S% rate increase on a broad range of call types. 

‘I’he Sprint Double-Recovery Ex Parte fails to demonstrate that Sprint did not 
recover its dial-around compensation costs in the Interim and Intermediate Periods. 
Sprint’s exclusive focus on surcharges assessed on end users improperly ignores other 
sources of revenue that Sprint used to recover its compensation costs. In addition, even 
Sprint’s assertion regarding its ability to assess surcharges on end users is entirely 
unexplained and unsupported by evidence. Accordingly, in light of Sprint’s own admission 
that it had a cost “recovery system” specifically designed to recover the cost of dial-around 
compensation, the Commission should assume that Sprint did indeed recover its costs 
unless Sprint presents convincing evideiice to the contrary. 

Sincerely, 

Albert H. IGamer 
Robert F. Aldrich 
Robert N. Felgar 

AH K/mj () 

cc: Jeff’ Cai-lisle 
1,inda IGnney 
Jordan Goldstein 
Matthew Krill 
Dan Gonzalez 
Jon Stover 
Lynne Millie 
Craig Stroup 
Tamara l’reiss 
1,enworth Smith 
roe1 Marcus 
j o h n  Rogovin 
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FLEX ANI IMPLE~YIENTATTON PROBLEMS 

The purpose of this narrative is to describe the Flex ANI implementation 

process. While AT&T has claimed it failed to receive Flex ANI, it has not detailed 

thc steps it took or  even generally asserted that it did what was necessary to order 

Flex ANI.  

At the outset, it is important to recognize that Flex ANI is implemented 

at the local switch level (Le., on a switch by switch basis), and is part o f t h e  LEC’s 

mxss  service. I t  must be ordered in accordance with access procedures. 

ATBrT HAD WEAK M Q T I Y E I V E R Y  

Furthermore, in most cases when IXCs order an access service, the IXC is 

paying a substantial charge for a service that fills an essential need of the IXC, and 

the IXC has a strong incentive to make sure that it receives what it is paying for. 

FLEX ANI is diffrrent. First, IXCs do  not pay for the service: it is “free” to IXCs as 

part of the Feature Group 1) package. Even more importantly, the IXCs do not 

need FLEX ANI for any business purpose of their own. They use it only to traclc 

payphone calls for purposes of paying payphone compensation. Under FCC rules it 

is the I X C  who tracks the calls and computes its own compensation bill. 

Accordingly, the IXCs had no particular motivation to ensure that FLEX 

ANI is provided. If an I X C  “forgot” to order FLEX ANI, or if the LEC f d e d  to 

deliver FLEX ANI, all that happened was that the IXC did not track certain 

papphone calls and the compensation invoice it computed for itself was lower than it 

should kave beeii. This was a n  economic benefit to the IXC. 111 short, during the 

Intcrmediate I’eriod the IXCs had little or no motivation to ensure that FLEX ANI 

is delivered as ordered, and may even have had the reverse motivation. 



T\\m important consequences for this proceeding flow from these 

prcdicates 

Many IXCs failed to receive Flex ANI digit codes because they failed 
to properly follow IXC procedures for ordering the service once it 
bccanir available. 

Where an IXC ordered the Flex ANI digit codes and filed to receive 
them, many IXCs took little action to correct the problem. 

DID AT&T ORDER FLEX AN I A  WORDING TO STANDARP ACCESS 
ORSE__RJ_NGPROCEDURES 

LECs generally require the IXCs to order Flex ANI pursuant to the usual 

access ordering process. While some allowed a slightly altered process, they still 

required the submission of Access Service Requests forms (“AS,”) and the 

accompanying Technical Questionnaire (“TQ”), In some instances, disputes 

erupted as to the proper procedure 

TRADITIONAL ORDERING PROCEBURBS F- EASE D 
SERVIC ES 

The proccss for ordering access is governed by procedures developed by 

the Alliance for Telecoiiiinunicatio~~s Industry Solutions (ATIS). The protocols and 

forms for ordering Flex ANI are contained in several sections of the ATIS Access 

Senices Ordering Guidelines (ASOG). These sections provide, in excruciating 

detail, the information and fbrms necessary to properly process an order submitted 

b \ r  a carrier such as AT8rT. 

Access ServLc Reuuest 

The first step in ordering is the submission of the Access Service Request 

(ASR) form. The ASR is a 2-page form with 110 fields of information that detail the 

aciniinistrative and billing information required for the proper processing of an ASR. 



'The ASK must be prepared by the IXC according to the explicit instructions 

provided i n  the ASOG. This section is comprised of approximately 150 pages of 

iiiaterial covering the specific requirements for a valid order. One ASK is required 

for cadi (:arrier Identification Code (<:IC), for every end oflice. There are specific 

provisions governing the submission of multiple ASRs for a service such as Flex 

ANI. 

Technical Questionnaire 

The second form required in a typical order for Flex ANI is the Technical 

Questionnaire (TQ), which provides critical technical information to the 

telecommiiiiicatioiis switch technicians that program the service into the PSTN. 

These technicians, called switch translators, take the technical information related to 

the service order, and Lise it to alter the instructions to the computerized switches 

that route tclccotnmunicatioiis traffic across the PSTN. As with the ASRs, the TQs 

are tilled out  according to the specific and detailed instructions provided in the 

ASOG, which is comprised of approximately 80 pages of material specifying in 

cxacting detail the information that is required for the proper switch and truilk 

group modifications. The TQs contain 50 fields of information required for proper 

processing. 

Txsting Scripts 

Once an access service is ordered and implemented by the LEC, both the 

I X C  and LEC need to test the service to ensure it is operating as planned. Testing 

scripts are a vital part of the ordering and implementation process. Testing scripts 

should be provided by the IXC for all call types, for all switch technologies, as well 

as all testing requirements suggested from the various switch manufacturers. 
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Monitoriiig 

In addition to above standard procedures found within ASOG, it would 

he expected that each Carrier would prepare implementation tracking and progress 

reports for each LEC, and also prepare post-implementation reports that track 

technical issues, until those issues are resolved. 

AT&T has not stated that it followed the LEC and ATIS procedures for 

ordering Flex ANI. Indeed, given the history of bickering between the LECs and 

I X( k, AT&T in particular, see Implementation o f  the Pay Telephone Reclasszfication 

iind Compensation provisions o f  the Telecommunications Act of 1996, Memorandum 

Opinion and Order, 13 FCC Rcd 4,998, fl 16 and n.  63 (1998), there is substantial 

reason to believe that AT&T and the L E G  were at odds over the procedure. At 

meetings of the Per Call Forum (a joint industry forum that formerly addressed per 

call implementation), these disputes were evident. 

AT&T should be required to detail its eflorts to order and implement 

Flex ANI before the Commission accepts AT&T’s statement that it did not receive 

Flex ANI as a basis for excusing AT&T from its per call obligations. 

WHE -OM A L L P  THE LECS? 

The 1 , X s  posted “network change disclosures” on their web sites that 

contained the date by which Flex ANI service would be available to carriers. 

Ameritcch June 9, 1998 

Rcll Atlantic June 9, 1998 

Bell South March 31, 1998 

GTE Dec 31,1998 96% compliance 
June, 1999 100% compliance 

Pacific Bell June 9, 1998 

4 
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Southwestern Bell Fourth quarter 1998 

us West Dec 31,1998 95% compliance 
JLIIK, 1999 100% compliance 

WHEN DID AT&T QEDER FLEXANL > 

As indicated above, the I,EC:s reported that they were FLEX ANI capable 

in almost all territories, with minor exceptions in the GTE and US. West territories, 

well hcfore the Commission ordered dead line. APCC believes that many IXCs, 

howevcr, failcd, to complete standard access ordering procedures for FLEX ANI by 

the Commission iiiiposed deadline. Before accepting any IXC’s claim that it failed 

to receive FLEX ANI, the IXC should be required to present evidence as to when 

the carrier actual4 submitted the ASR and TQs  to each LEC. 
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. + F  r 
-'i 

- 7 - m 
Amerlcrn P u b l l c  C o m m u n l c r t l o n s  C o u n c l l .  I n c .  

APCC 

Febtuary 27,1998 

Honorable William Kennard 
Chairman 
Federal Communications Commission 
1919MStreet,NW,Room814 
Washington,DC 20554 

Dear Chairmaa Kennard: 

I read with inmest the repons that you have sent letters to the long distance industry leaders 
expressing your concern regardiDg their pricing practices in the wake of access charge reform. 
Specifically, their gladly accepting reductions in access charges, yet passing along to C O N ~ C T S  
Universal Service Fund, PICC charges and the like seems to fly in rhe face of earlier 
commitments made to secure reductions in access charges. 

The payphone indusay is experiencing similar problems due to abusive IXC pricing policies and 
misleading public statements which negatively impact consumers. Nor only are wc a victim of 
the overcharging and overrecovery on Universal Service Fund and PICC charges, but consumers 
have suffered a0 interexcbnge carriers have used their payphone compensation obligations as an 
opportunity to double and mple their recovery of their obligation to payphone providers while 
hiding behind what they characterize as an FCC mandate. 

The long distance industry has estima~ed its total annual obligation for payphone compmsation 
under the FCC's orders to be a little less than $1 billion. But look at what rhey are doing to 
consumers to recover that amount. Since 1992. carriers have influenced consumers to change 
their away-bm-home dialing patterns 50 that O+ calling b m  payphones has declined by over 
60%. This is saving MCs over $370 million annually in commission payments to payphone 
service providers and premises owners. Further. as a direct result of the FCC's payphone orders, 
LECs removed payphone elements from their access charge billings. This has amounted IO over 
16250 million in annual federal access charge savings to the carriers. I n m t e  savings are 
additional. Despite these savings, carriers still felt a need IO raise consumer's rates to cover their 
payphone compensation obligations. AT&T announced a series of rae increases in Much and 
April of 1997. Their p m  releases (attached) specifically said these increases were necessary to 
cover their payphone compensation obligations. An independent consulting and market analysis 
fum. Frost and Sullivan, has quantified AT&T's revenue gain from thae rate increases at over 
$900 million annually. MCI and Sprint announced similar rate increases right on ATBrT's heels. 
You can see tha~ between rate i n m u  and avoided costs, the lXCs have already recovered at 
least double their obligation. why rhen have theyfetr ir necessmy to also stick consumers with 
additional per call charges on their phone bills for puyphonr compensation? 

10306 Eatoa Place Suite 520 Fairfax, VA 22080 705-985-5300 Phone 703-385-6301 Fax 
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AT&T now charges all access code customers and toll fire subscriber customm at least 6.28 for 
every call originating fmm a payphone. MCI and Sprint charge heir Nstomns S.30 for the 
same thing. Worldcorn now charges their wtornm 5.30 for all calls fiom any eggregnor 
location, including hotels, dormitories, hospitals, etc. because they claim they can not tell if the 
call is coming from a payphone. 

No wonder consumers are upset! But their anger is misplaced. Instead of blaming the FCC and 
the payphone industry, as IXCs have cleverly manipulated them into doing, consumen, and the 
FCC. should be looking at t h e  outrogeoucpricingpractices whereby LYCs are recovering well 
in excess of S I  biIlion in addition to parsing on the direct COSK ofpayphone cornpensorion +& A- 

/Vincent R Sanduky 
President 

cc: Commissioner Susan Ness 
Commissioner Harold Furchtgott-Rorb 
Commissioner Michael Powell 
Commissioner Gloria Tristani 
John Nakahata 
Thomas Power 
James Casserly 
KevinMarein 
Kyle Dixon 
Paul Gallant 

Enclosures 
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To; 

From: Brian Coaton 
Datr: Fobruuy 26,19911 
Subject: Long-dimnce compray cammission ravings 

Deu M. HraAtias urd Mt. Smdusky: 

commissions to Payphone Servica Rovlders (PSPs) due to thc rhiA from O-. d d m $  to dial- 
around &g from payphones since 1993. ?%is model assum05 that the avvcryc n u m b  of bt 
calls from u paphone would hum mnahed con&ult M the 1992 b w  which mnndned qd 
accoss from payphoner. not pas&. Orr conclwfon 11 fhaf rhc lonp-dicfmce comnmiu. 
*+ in 'uion enrs in 1997olonc 
-usions r a B s .  due io n rhifi ??am O+ to dial-mowd calls h m  

l l m  cstimatc of the n m b a  ofpayphrmw i u d l c d  in the US. m u M  (1993-1991) k based an 
L o 4  E x c h g c  &nip CLEC) repom to &e P e d d  Communhtionr Commission (1,694.000 
in 199% rad  an eaQutc of the numbs of independent prypbones and prypbomr t o m  LECl 
not required to be repomd to the PCC ($29,000 payphones in 1997). Note that ow rer& for 
the indusby-widc commission savings are canscnndve, shm we used a consavutive estimate of 
the number of payphotw firom independent and non-rfpdhg LEG. 

To explain this model in more denil. we fist estimucd the avcragc nurnbcr of Of calls mdo 
from a payphono in I month in n given year (Cl), nud multiplied it by the average wmmission 
paid for each O+ cull (M. We then multiplied this monIhiy figure by I2 month, and multiplied 
this rwult by the e s h n t e d  numbor of payphones instdbd in the US. market in a givon y c u  (Q) 
to wive  R( the IOUI payphme commirsiou paid by the long-dismw companies (TCI). 

No- WE urumcd dlU rhr 1992 Inu M not been e&. We c o n r m ~ v e l y  CSlimfltCd thrt the 
average number of W calls fi0m payphones ranaincd consant at S 1.02 for the analysis period 
(CZ), and calculated the total payphone corn is ion  paid by the long-diaturce companies had the 
1992 law notpascd (TCZ). 

Finally, to calculate &e mount of payphone commisrions that the long-dirtaun companies 
raved each yar  shoe the 1992 WLI enacted (Savings), we subnaotcd the actual commission 
pwmmrs ( X I )  from the baseline commksions (TCZ). Thus in 1997 done, tho long-dirmce 
companies u v d  $371.5 million in puypborw commissions. 

To e x ~ p o h t e  horn h e  frgma~, ifb number of payphones inrtnlled continues to grow past 
1997, hen the long-dislance campanid savings should grow significnntly. 

Jim Hawkins, Co-Chair of thc Payphone Cornmunicitimr AlliMce 
Vhce S W k y ,  C P W U  of the Payplme Communicatioar Alliance 

PlU% iind lnrehed I S @ S k &  =Odd d B p a  the lOUg-diSMCe COIUp~iCl' Savins9 h 

,!me!Eu 
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Plearc do not hesinre m crll me on my direot line (650-237-4315) if you have any quoslim 
about this materill. 
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